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MOTEL APPRAISING - PART II 


N our last month’s Appraisal Bulletin we discussed the appraisal] of motels by way of the 
| summation approach. This bulletin will deal with their appraisal by way of the compara- 

tive and income approaches. Again we would like to acknowledge the helpful cooperation 
of the TOURIST COURT JOURNAL* of Temple, Texas, in furnishing the figures on national 
and regional averages. 


THE COMPARATIVE APPROACH 


The comparative approach is used entirely as a check on the values indicated by the other 
two approaches. It consists mostly of the application of various rules of thumb and gross 
multipliers. Once certain information is available on a motel or a proposed motel, it is fairly 
simple to rough out a quick estimate of what the final appraised value might be. You realize, 
of course, that these rules of thumb must be recognized as such and that the value indicated 
by the income approach should carry far more weight. 


First of all, here is a rule to help test the reasonableness of the amount invested or the 
reasonableness of the asking price of a nonresort motel. The amount invested in this type of 
motel should not exceed $5,000 per unit for land, buildings, and furnishings unless the average 
rate per occupied room is more than $7.50 per day. This $7.50 rate is for double occupancy 
and not the single rate. You will find that the average occupancy per rented room will be 1. 89 
guests. (See table on page 298.) 


For example, suppose you are estimating the reasonableness of an asking price of $60, 000 
for a 10-unit court and learn that the average rate per occupied room is $7.50 or less. You 
can be strongly suspicious that the asking price is too high. In the same manner, if a client 
of yours is considering the construction of a motel, a check of the average occupied room rate 
in competing motels compared with the amount of his expected investment will give you a good 
idea of how big a motel he can afford to build and how much land he will need. 


An accompanying rule is that a motel must collect a $1. 25-$1. 50 average room rental for 
every thousand dollars invested in each unit. Thus a motel with a total investment of $5, 000 
per unit should collect between $6. 25 and $7.50 as an average rent per double room. 


Another way of expressing this same basic rule is to say that a motel’s unit value is about 
equal to 800 times its average rate per occupied room. Therefore, an average collected rate 
of $6. 25 would indicate a value of about $5, 000 per unit. 


For those of us who like to use gross multipliers, a figure of 24 to 3 times the annual gross 
income from room sales should give a good indication of the value of a motel. Naturally, if 





*Information in this report that is taken from the July 1955 issue of the TOURIST COURT 
JOURNAL, Temple, Texas, is copyrighted and may not be reproduced without their permission. 
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another type of enterprise, such as a gasoline service station or cafe, is operated in conjunc- 
tion with the motel, it must be valued separately. This gross multiplier of 23-3 applies to the 
motel operation only. The gross multiplier will be higher, running up to 44-5 times gross an- 
nual room income, in the case of a very fine resort motel. On the other hand, as the motel in- 
creases in size and services offered, the gross multiplier will go down. This is only natural be- 
cause as more services are rendered, the ratio of profit to gross income usually declines. In 
the case of a motel where hotel-type service is furnished, the gross multiplier may be as low 
as 15 times the annual gross income from room sales. 


THE INCOME APPROACH 


The most practical approach to the value of a motel is the income approach. When ap- 
praising one that has been in operation several years, your job is usually a good deal easier 
than when appraising a.proposed motel. Nevertheless, the analysis of the operating state- 
ments must be made very carefully. One reason for this is that there is very little uni- 
formity among motel bookkeeping methods. Another reason is that the operator frequently 
neglects to count his (or his wife’s) time as an expense. A good many operators will get outa 
statement that shows only three items: 1. gross income; 2. expenses; and 3. net income. 
This is not too bad a practice, but often the operator will consider net income and profit as 
synonymous terms. In the case of a motel, nothing could be much further from the truth. In 
estimating the amount of net income imputable to the motel you must deduct the operator’s 
“salary” as a management expense, and deduct the depreciation on the furnishings and equip- 
ment - usually enough to write them off in 30 years. 


The TOURIST COURT JOURNAL shows that the average motel had an operating expense 
of 43.31% of gross income in 1954 . However, taxes and insurance were not included as oper- 
ating expenses. If these two items are added, the total average expense of motels in 1954 
amounted to 47.95% of gross income (or 50% for easy reference). 


As an example, let us work out an appraisal of a new motel with an expected gross annual 
income of $36,000, and occupying a site worth $10,000. Our gross multiplier of 23-3 times 
the gross tells us that the appraised value of the property should be somewhere between $90, 000 
and $108, 000. 


From experience we have found that net income generally runs about 50% of the gross income 
for new motels. Consequently, with a gross income of $36, 000 the net generally should run 
about $18,000. The expenses of $18, 000 do not include the depreciation on furniture and fix- 
tures for which we generally allow 10% per year, based on an average 10-year life expectancy. 
As is often the case, furniture and fixtures average about 20% of the total investment in a new 
tourist court operation. Consequently, if the total value will run between $90, 000 and $108, 000, 
the furnishings would have a value between $18, 000 and $21,600. Ten percent of this invest- 
ment would be between $1, 800 and $2,160 per year. In this instance we set aside $2,000 per 
year in order to fully depreciate the furniture and equipment in 10 years. This amount deducted 
from the net of $18, 000 leaves $16,000 income imputable to the land and buildings and to pay the 
owner-operator (and his family) for his services. Consideringthe long hours the owner -operator 
must put in, a salary of $9,000 per year does not seem too high. This is in line with the usual 
practice of arbitrarily setting up 25% of the gross income as the owner-operator’s salary. When 
this $9, 000 is deducted from the $16, 000, we find an income of $7, 000 imputable to the land and 
buildings. Since the land is worth $10, 000 and in this case capitalized at 6%, a return of $600 
per vear must be assigned to it. This leaves an income of $6, 400 imputable to the buildings. 
If we estimate a remaining life of 40 years and capitalize the building at 7%, our total rate will 
be 95% (7% annual return on the building investment + a 23% return of that capital for 40 years). 
The $6, 400 income imputable to the building, capitalized at 93%, indicates a value of $67, 370. 
This figure added to our $10,000 ground value and $20, 000 for furniture and equipment indi- 
cates a total value of $97, 370. 
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In analyzing the expenses as reported or as estimated, the average of 50% of the gross 
income is a reliable guide for the average motel. There are naturally instances where the 
expenses will be a somewhat higher percentage, and a few where they will be lower. Never- 
theless, if there is an appreciable deviation from this 50% figure it will be a good idea to re- 
view the expense statement in order to find out why this deviation exists. To help you do this 
we have shown the following table from the TOURIST COURT JOURNAL. 


DISTRIBUTION OF 1954 TOURIST COURT INCOME 
(Net Profit and Expenses to Total Room Sales) 


Operating Expenses Capital Expenses 
Salaries and wages ; Taxes 
Executive salaries ; Insurance 
Laundry , Depreciation, interest and 
Linen and china replacement ... . 3 other capital expenses 
Cleaning ‘ Total Capital Expenses . 
Printing, stationery and advertising ; 
Telephone, telegraph and postage . . Total Expenses 
Utilities 
Net Profit on Room Sales 23.76% 
Other expenses 
Total Operating Expenses 


Since a motel is a speculative venture, to a great extent in some cases, the capitalizationr ate 
should give due consideration to the risk involved. Although we used a rate of 7% on the capitali- 
zation of the building in the above example, we do not recommend that this rate beapplied without 
serious consideration to the individual property. It is easily possible that a site may be so spec- 
ulative in nature that the capitalization rate will run as high as 10 or 12% plus whatever rate is 


necessary to return the invested capital during the remaining economic life of the building. 


As we have already recommended, the estimate of remaining useful life should tend toward 
the conservative side. This is particularly true whenever the routing of a highway is in doubt. 
In appraising a motel you will naturally go to the State and county highway departments in order 
to find out what you can about highway changes that may affect the value of the subject site. 
Sometimes you will get definite and concrete information that will allow you to make the esti- 
mate of remaining useful life with a good deal of confidence. Other times there will be no defi- 
nite plans available. In other instances you will find that there are several alternate plans and 
that these different possibilities lead you to different conclusions regarding the remaining useful 
life and throw doubtupon the advisability of proceeding with the purchase orerection of the motel. 


The following figures on the average investment per motel and the net profit on total invest- 
ment may be of some help to you. 


1947 1948 1949 1950 1951 1952 1953 1954 


Average invest- 

ment per motel $49,614 $69,017 $55,990 $57,715 $67,149 $79,389 $80,818 $77, 892 
Net profit on 

total investment 12.00% 9.60% 7.70% * 9.90% 7.70% 9.03% 7.54% 


*Not available. 


In addition to the operating expenses and the taxes and insurance charges shown earlier, we 
recommend that the operator ’s time be included as an expense. This is the only fair way to 
arrive at an indicated value of the real estate. You will recall that 25% of the gross room in- 
come is usually considered fair compensation for the time spent by the operator. There is some 
evidence that even 30% of the gross room income would not be too high a figure to put into the 
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expense statement as compensation to the operator, particularly on smaller courts. This 30% 
figure is derived from the practice of leasing motels at the rate of 20% to the owner when the 
lessee (operator) pays the taxes and insurance. We have seen that the average motel’s ex- 
penses, including taxes and insurance, run 50% of the gross income. If we add this 50% to the 
20% paid to the owner we see that the operator receives 30% of the gross as compensation for 
his efforts in operating the enterprise. 


You will notice that “Salaries and Wages” are by far the largest single item of operating 
expense. This will also vary widely from one locality to another in accordance with wage levels 
and the number of employees. As you know, a 10-unit motel is about as small as you can go and 
still have an economical operation. Anything smaller seldom pays. At a 10-unit motel most of 
the work is done by the owner and his wife. However, a motel of this size should also have: 


1 maid - 6 days per week 1 cleaning woman - 1 day per week 
1 maintenance man - 1 day per week 


A larger motel, say one of 35 units, will require the following staff in addition to the oper- 
ator and his wife: 


2 full-time maids 1 cleaning woman - 1 day per week 
1 relief maid - 2 days per week 1 maintenance man - 1 day per week 
2 full-time desk clerks 


The following figures taken from information furnished by the TOURIST COURT JOURNAL 
may be of some assistance in preparing necessary estimates: 


PERCENT OCCUPANCY AVERAGE DAILY RATE PER RENTED ROOM 


N. Eng. North South Pacific & N. Eng. North South Pacific & 
Mid. Atl. Central Central Mountain United Mid. Atl. Central Central Mountain United 
Year So. Atl. States States States States So. Atl. States States States States 


1947 78.55% 74.64% 89.19% 83.23% 81.4% $4.47 $3.81 $3.31 $3.71 $3.83 
1948 63.02 73.65 85. 81 90.52 81.4 4.15 58 . 85 3.85 3.95 
1949 70.17 69.08 80. 55 65. 00 69.8 3.70 ; 16 4.14 3.45 
1950 17.97 73.57 82. 68 66.03 71.9 4.98 : 31 4.14 4.35 
1951 64.89 16.34 83. 89 74. 66 75.1 5.22 ; .94 4.23 4. 46 
1952 68.25 64.19 75.95 66. 39 68.1 5. 40 , 10 5.21 5. 29 
1953 = 71. 08 70. 89 68. 00 71.93 70.6 6.14 . 39 5. 54 5. 63 
1954 83.65 71.46 67. 00 67.59 14.3 5. 26 . .58 5.93 5.01 


OPERATING EXPENSE (Including Taxes and Insurance) ; sil 
As % of Total Income - 1954 AVERAGE NUMBER OF GUESTS PER ROOM 
(1954) 


N. Eng. North South Pacific & N. Eng. North South Pacific & 
Mid. Atl. Central Central Mountain United Mid. Atl. Central Central Mountain United 
So. Atl. States States States States So. Atl. States States States States 


45. 88 47. 69 49.99 41. 23 47.95 1.91 1.88 1.93 2.05 1.89 
lAtie Ve netly 


TOM McREYNOLDS 


So Stinctave 


WILLIAM J. RANDALL 








OE Die A 











